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A TARIFF TO SAVE JOBS 

It is often argued that a tariff can "save jobs." Usually, such 
arguments occur in situations involving the decline of an import-competing 
industry. (We defer discussion of economy-wide effects of tariffs on 
employment and output until section 130) . It should be evident that a tariff 
could be used to save jobs. 

Consider Figure 1. Initially, the world price is Pi, domestic 
consumption is at Qi, and domestic production is at Q 2 . This level of domestic 
production corresponds to employment level Li on Figure 2, where the marginal 
revenue product of labor curve consistent with Pi intersects the wage W* . 
(Recall that the marginal revenue product of labor is the marginal product of 
labor times the output price) . 

Suppose the world price now falls to P 2 . This fall could be due to any 
number of reasons. For example, the currency exchange rate of the country 
could have appreciated, making world prices lower in its currency. Or more 
suppliers could have entered world markets, driving down the price. Or world 
demand for the product might have fallen. Whatever caused the decline in the 
price, it will be reflected in a lower marginal revenue product of labor 
curve, shown as MRP L ' on Figure 2. 

Unless wage W* drops, employment will fall to L 2 , i.e., a loss of jobs. 
A tariff of rate t on Figure 1 could restore the domestic price to Pi, thus 
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restating the original marginal product of labor curve, and raising 
employment back to L* jhus, a tariff can indeed "save jobs." Of course, the 
job saving comes at the cost of higher consumer prices than would otherwise 
prevail and the usual deadweight losses. 

If the wage W* does not fall despite the drop in industry demand, there 
could be two explanations. One might be that the industry competes for labor 
lit a broad market in which its displaced workers readily and costlessly find 
jobs at the old wage in other industries. In such cases, it is difficult to 
rationalize imposing a tariff t to save jobs. The tariff would save jobs in 
the particular industry on whose products it was imposed. But the workers 
displaced would have been employed elsewhere. Situs, they would not have been 
rescued from idleness or unemployment. 

Often, however, such mobility is not costless. Wages may not fall 
because, despite the displaced labor, other Influences produce wage rigidity. 
Employers, even in a declining industry, may not cut wages in the face of 
layoffs to avoid demoralizing the remaining workers. Perhaps a union contract 
specifies the wage, and thus maintains it at W* . It is well known that labor 
markets do not function as auction markets with regard to wage determination; 
wages do not slide up and down in response to small, short term, demand 
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